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In July 2011, the Centers for Medicare and Medicaid Services (CMS) 
launched a significant demonstration initiative intended to better serve 
dual eligibles—people who are covered by both Medicare and Medicaid—
by increasing coordination and integration between the two programs.1

The financial alignment demonstrations aim to alleviate misalignments 
between the two programs, promote coordinated care, and allow 
Medicaid and Medicare to share in the savings that result from better 
care. Two models of payment and system reform predominate in the 
demonstrations: capitated managed care and managed fee-for-service. 

The demonstration initiative is spearheaded by the Medicare-Medicaid 
Coordination Office (MMCO), an entity within CMS that was created 
by the Affordable Care Act specifically to focus on improving care for 
dual eligibles.2 It is an ambitious initiative: MMCO aims to have as 
many as 2 million of the roughly 7 million full dual eligibles enrolled in 
demonstrations by the end of 2014. Underlying these demonstrations is 
the hope that better coordinated care and better integration between 
Medicare and Medicaid together can improve health outcomes and 
beneficiary satisfaction. Over time, better coordinated care and program 
integration may lead to slower cost growth. But if implemented poorly, 
these efforts could instead lead to limits on care and worse outcomes 
for beneficiaries. 

The Managed Fee-for-Service Option
To Integrate Care for Dual Eligibles:
A Guide for State Advocates

Part of a series to help advocates 
understand and engage in key 

health system reform issues.

The managed fee-for-service model for integrating 
care for dual eligibles is not as widely understood as 
the captiated managed care model. Managed fee-
for-service avoids some of the potential problems of 
capitation, but implementation presents its own set of 
opportunities and challenges.
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Of the two proposed models for states’ 
demonstrations, more attention has been 
focused on capitated managed care. The 
majority of states that submitted proposals 
(18 out of 26) followed this model. The 
managed fee-for-service model has attracted 
considerably less attention. However, five 
states (Colorado,Connecticut, Missouri, Iowa, 
and North Carolina) are pursuing a managed 
fee-for-service model, and three states (New 
York, Oklahoma, and Washington) have 
proposed to do a combination of managed fee-
for-service and capitation.3 This brief explores 
what we know so far about the managed 
fee-for-service model of Medicare-Medicaid 
integration and makes some preliminary 
assessments of the advantages and difficulties 
of the model. It also indentifies key elements 
likely necessary to a successful managed fee-
for-service program, examines how states are 
proposing to incorporate them, and identifies 
key issues advocates should engage on as the 
demonstrations unfold. 

Unlike capitated managed care, the managed 
fee-for-service model does not rely on 
private insurance companies or on capitated 
payments (see “What Is Capitation?” below). 
As this brief discusses, it is not a less 
optimal form of integrated care; rather it is 
a different approach with its own strengths 
and weaknesses. Managed fee-for-service can 
be a useful model in states or regions where 
traditional managed care organizations, such 
as HMOs, are not well established, are ill suited 
to the environment (in rural areas, for example), 
lack experience with high-needs patients like 
dual eligibles, or have a disappointing track 
record. Establishing a well-functioning managed-
fee-for-service model will be challenging. But if 
successful, it could provide a model of payment 
and delivery system reform that could inform 
other initiatives both for dual eligibles and 
other for populations.

UNDErSTANDING TErMS

What Is Capitation? 
Under capitated financing models, a payer (in this case, Medicare and Medicaid) pays a 
third party (typically a health insurance company) a flat rate per person to cover all health 
care services specified in a contract. The insurer is then at risk for all of its members’ health 
care costs. If a member incurs lower costs than projected, the insurer keeps the difference. If 
a member’s costs are higher, the insurer is responsible for those costs. Capitation is familiar 
to many people as the way in which health maintenance organizations (HMOs) are financed. 
Because HMOs are at risk if a patient incurs substantial health care costs, they, in theory, have 
an incentive to keep their members healthy. However, experience has shown that, in some 
cases, HMOs may instead find it easier and more profitable to simply limit access to care for 
their members and thereby retain a larger share of their capitation payment. 

Capitation should not be considered synonymous with managed care. Managed care should 
refer to the delivery of care and the presence of an entity that helps patients get appropriate 
care when they need it. It can be accomplished through multiple financing methods, including 
both capitation and managed fee-for-service. 
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DUAL ELIGIBLES

Who Are Dual Eligibles?
Roughly 7 million people are currently full dual 
eligibles, meaning that they receive both Medicare 
and full Medicaid benefits.4 They are typically among 
the most vulnerable people in our health care 
system: More than half have three or more chronic 
conditions and nearly 60 percent have a cognitive 
or mental impairment. More than 85 percent have 
incomes at or below 150 percent of the federal 
poverty level ($17,235 per year for an individual in 
2013).5 

At the same time, dual eligibles are a very 
heterogeneous group, often with very little in 
common other than their insurance status and limited 
financial resources. About 60 percent are age 65 and 
older; the rest are younger adults with disabilities. All 
dual eligibles no doubt share a desire for access to all 
necessary high-quality health and long-term services. 
But the specific needs and desires of, for example, a 
frail elder with dementia may be quite different from 
a young person with a spinal cord injury seeking to 
re-enter the workforce.  

Not surprisingly, dual eligibles are also among the 
most costly patients to cover. Because they generally 
have substantial health care needs, they have disproportionately high health care costs. 

Dual eligibles make up 21 percent of the Medicare population and account for 31 percent 
of program spending. Similarly, dual eligibles are 15 percent of the Medicaid population 
and account for 39 percent of total Medicaid spending.6 This disproportionality does not 
necessarily mean that Medicare and Medicaid spend too much on care for dual eligibles: 
The purpose of health insurance is to pool resources to provide care for those who need 
it the most. However, it does suggest that focusing on improving care for this relatively 
small subset of the overall Medicare and Medicaid population could generate both 
financial savings and better health outcomes.

KEY 
 � They receive both 

Medicaid and Medicare

 � About 60% are 65 and 
older

 � 40% are younger people 
with disabilities

 � More than half have 3 or 
more chronic conditions

 � Nearly 60% have a 
cognitive or mental 
impairment

 � Nearly 85% have incomes 
below 150% of the federal 
poverty level
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The managed fee-for-
service demonstration 
allows states to share in 
Medicare savings. 

Dual-Eligible  
Financial Alignment 
Demonstrations to Date
The roughly 7 million full dual eligibles typically 
have complex, diverse, and costly health care 
needs. Moreover, there is reason to believe 
that Medicare and Medicaid do not work well 
together to serve many dual eligibles. Neither 
Medicare nor Medicaid has historically had 
responsibility for ensuring coordination of care 
or benefits for the beneficiaries. As a result, 
neither program has done so. Moreover, in some 
ways, misalignments between the programs 
actively discourage coordination. For example, 
Medicare is the primary payer for hospital stays. 
Local care coordination efforts could reduce 
hospitalizations (for example, by reducing the 
risk of falls in the home). But state Medicaid 
programs have little financial incentive to invest 
in new initiatives that, if successful, will primarily 
result in savings to the federal Medicare 
program. Improving the financial integration 
between Medicare and Medicaid should reduce 
or eliminate these types of disincentives and 
lead to improved care. 

The financial alignment demonstration initiative 
is intended to develop ways to address these 
misalignments. In particular, this potential for 
shared savings between the two programs has 
likely contributed to states’ substantial interest 
in participating.

CMS invited all states to participate in the 
demonstration initiative in a July 2011 letter 
to state Medicaid directors. Although 26 states 
submitted proposals, as of March 2013, only five 
states (California, Illinois, Massachusetts, Ohio, 
and Washington) have signed memorandums 
of understanding (MOUs) with CMS and have 
been approved to start enrollment in their 
demonstrations. The other states remain in 

negotiation with CMS. At least four other states 
(Minnesota, New Mexico, Oregon, and Tennessee) 
have withdrawn their proposals, although they 
may consider other integration options.

Four of the five approved states (California, 
Illinois, Massachusetts, and Ohio) are pursuing 
capitated models using private insurance 
companies that sign contracts with Medicare 
and Medicaid to deliver all covered services 
to beneficiaries. Washington is the first state 
approved to follow a managed fee-for-service 
model. (CMS and the state continue to discuss 
the capitated portion of their proposal.)The 
MOU (signed in October 2012) lays out a 
managed fee-for-service model that runs from 
April 1, 2013, to December 31, 2016, in 36 of 
the state’s 39 counties pending the approval of 
a final demonstration agreement.7 This MOU 
provides the first detailed indication of what 
CMS considers important in a managed fee-for-
service model, although the characteristics of 
each state’s agreement will no doubt vary.

What Is Managed Fee-for-
Service?
CMS’ July 2011 letter to state Medicaid 
directors laying out the managed fee-for-
service option did not provide substantial 
detail about the model, presumably in order 
to allow the development of state-specific 
proposals.8 CMS encouraged states to build 
on other existing initiatives to coordinate 
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FrOM THE STATES

primary care, such as Medicaid health homes, 
accountable care organizations, and other 
primary care case management systems. 

As the name suggests, managed fee-for-
service retains the freedom of choice that 
is a hallmark of traditional Medicare and 
Medicaid. Instead of having a closed network 
of providers as in a capitated arrangement, 
beneficiaries remain free to see any provider 
they could normally see under Medicare or 
their state’s Medicaid plan. Even though 
managed fee-for-service models do not 
use capitation to control costs or provider 
behavior, they do generally incorporate some 
kind of shared savings or incentive payment to 
providers who meet quality improvement and 
cost-savings benchmarks. 

To address the problem of conflicting incentives 
between Medicare and Medicaid, the managed 
fee-for-service demonstration allows states to 
share in Medicare savings. Demonstrations that 
succeed in delivering lower-than-expected 
Medicare costs while maintaining or improving 
quality can qualify for a retrospective payment 
from Medicare to the state Medicaid program 
to compensate for upfront investments in care 
coordination. 

It remains unclear, however, how shared savings 
will be apportioned between the states and 
CMS in each state. As discussed later on page 9, 
the Washington MOU provides the first 
indication of how savings will be shared.

Building the Platform for a 
Managed-Fee-for-Service Demonstration

Several states, including Washington, Iowa, New York, and Missouri, are proposing to 
build their managed fee-for-service demonstration around the Medicaid health home 
opportunity included in the Affordable Care Act.9 Medicaid health homes are intended 
to be provider-based entities that treat the whole patient by coordinating all aspects 
of patient care, including primary, acute, behavioral health, and long-term care.10 The 
Medicaid health home option provides states with planning grants and an enhanced (90 
percent) federal Medicaid match rate for two years to start health homes. By combining 
their dual eligible demonstration and the health home initiative, states can obtain 
enhanced federal funding for start-up costs that might not be available under the dual 
eligible demonstration alone. 

Other states are proposing to build on other ongoing delivery system reform initiatives 
in their state. Colorado, for example, wants to bring dual eligibles into its Regional Care 
Collaborative Organizations, which are a version of an accountable care organization. 
North Carolina is proposing to build on its well-established Community Care of North 
Carolina program that relies on a system of medical homes to coordinate care. 
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Key Elements for a Successful 
Managed Fee-for-Service 
Model: Examples from States
No one knows for certain what will make a 
successful managed fee-for-service model. But 
previous state-level health care integration 
efforts suggest there are several common 
elements for a successful fee-for-service based 
integration initiative.11 

The Key Elements

1. Strategies to target high-need, high-
cost beneficiaries; 

2. Care coordination entities for each 
beneficiary;

3. Multidisciplinary care teams to serve 
beneficiaries;

4. An assessment and person-centered 
care plan for each beneficiary;

5. Shared savings between Medicaid  
and Medicare; and

6. Incentives to providers to coordinate  
care.

As the eight states pursuing managed-fee-
for-service demonstrations for dual eligibles 
develop their models, they are all grappling 
with these elements in some way. The 
examples below, while not comprehensive, 
provide a sense of how many states have 
incorporated some of these elements into their 
initial proposals. 

1. Strategies to target high-need, 
high-cost beneficiaries 

In order to have the greatest impact from both 
a quality improvement and cost reduction 
standpoint, CMS has encouraged states to target 
their managed fee-for-service demonstrations 
toward those dual eligible enrollees who have 

the highest need for health care services and 
who cost Medicare and Medicaid the most. 
This is consistent with research showing that 
targeted care coordination is most successful in 
improving care and reducing costs.12 

Washington

To be eligible for Washington’s managed 
fee-for-service demonstration, a beneficiary 
must meet the requirements for enrollment 
into a Medicaid health home,13 namely have 
at least two chronic conditions, one chronic 
condition and risk for another, or one serious 
and persistent mental health condition.14 
Washington will also use its Predicative Risk 
Intelligence System (PRISM), a web-based 
clinical support tool that can identify high-
need, high-cost enrollees through predictive 
modeling. The system evaluates medical and 
pharmacy claims, physician encounter data, 
and Medicaid assessments to identify dual 
eligible beneficiaries who would most benefit 
from enrollment in a health home. 

Connecticut

Connecticut’s demonstration has also 
proposed using a predictive risk modeling 
tool to identify beneficiaries who could 
benefit from enrollment in an intensive care 
management program. However, the state 
has also suggested taking advantage of more 
traditional means of identifying members in 
need of intensive care management, such as 
self-referral and referral from providers.15 

Missouri

In the Missouri proposal, beneficiaries are 
targeted for enrollment in the Medicaid 

FrOM THE STATES
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Colorado

Colorado proposed to build on its developing 
Medicaid care coordination system. Seven 
regional care collaborative organizations 
are currently charged with linking Medicaid 
beneficiaries in their geographic catchment 
with medical providers and community and 
social supports.17 These private vendors 
establish agreements with primary care 
practices. With the support of the regional care 
collaborative organizations, the primary care 
practices then serve as the central coordination 
hub for each individual beneficiary. In its 
proposal, Colorado indicated that it does not 
intend to add additional case managers or care 
coordinators onto its current system, but rather 
will work within its existing Medicaid regional 
care collaborative and tailor the program to 
dual eligibles’ unique needs.18 As of March 
2013, however, the proposal is currently under 
substantial revision after CMS and the state 
were unable to agree on financing terms.

Connecticut

In Connecticut’s demonstration proposal, 
each beneficiary will be assigned a lead care 
manager who is the single point of contact for 
beneficiaries and providers. It is unclear from 
the proposal whom the care manager will work 
for—whether a care coordination contractor 
with the state, a physicians’ office, or other 
community organization. The lead care manager, 
who must be a nurse, licensed clinical social 
worker, or other enumerated professional 
is charged with assessing beneficiary need, 
coordinating necessary care, and ensuring 
appropriate and timely provision of that care.19

Oklahoma

In Oklahoma, care coordination for dual 
eligibles in its Sooner Care Silver demonstration 
will be provided by the Oklahoma Medicaid 
Administration. Oklahoma Medicaid proposes 

health homes demonstration based on certain 
discrete clinical factors, such as the presence 
of two or more specific chronic conditions, 
including diabetes and serious mental illness. 
The state proposes to use claims data to 
identify eligible beneficiaries, as well as to 
accept referrals from providers.16

2. Care coordination entities for 
each beneficiary

Central to the structure of the managed fee-
for-service demonstrations is the presence 
of a care coordinator that can unite the 
disparate pieces of the health care delivery 
system and make them work for each 
individual beneficiary. Every state proposing a 
managed fee-for-service model has included a 
substantial discussion of care coordination. 

A care coordinator serves as a central contact 
point for beneficiaries and providers. A care 
coordinator could be a single person, such as a 
nurse or social worker, hired by the state. Or care 
coordination could be a function performed by 
a beneficiary’s primary care or behavioral health 
provider, or the state could hire an independent 
company to help beneficiaries coordinate their 
care. Many states have chosen to enhance and 
refine current care coordination functions they 
already have in place for Medicaid beneficiaries. 

Washington

Washington State Health Home Coordinators 
must be nurses, physician’s assistants, or social 
workers. This care coordinator is hired by the 
Health Home Care Coordination Organization, 
a state subcontractor, and works directly with 
beneficiaries and their providers to ensure they 
obtain the appropriate services.

FrOM THE STATES



8 The Managed Fee-for-Service Option to Integrate Care for Dual Eligibles

to build on existing case management 
programs that the state has in place for non-
dually eligible Medicaid beneficiaries. Sooner 
Care Silver care coordinators are registered 
nurses and are intended to be the focal point 
that links members’ services. The proposal 
lays out a broad role for a care coordinator: 
examples of activities include improving 
patients’ medical literacy, meeting regularly 
with physicians, and providing transitional 
assistance for a beneficiary when, for example, 
he or she moves from the hospital to a nursing 
home or the community.20

3. Multidisciplinary care teams to 
serve beneficiaries

Dual eligible beneficiaries often have 
multiple, complex co-occurring conditions 
that necessitate that a variety of different 
providers work together to provide the best 
care. An interdisciplinary team of providers 
and support staff is therefore an essential 
component of each proposal. Just as in the 
care plan, the beneficiary is the center of 
the care team, which will change along with 
the beneficiary’s evolving needs, goals, and 
preferences. 

A care team is generally composed of several 
key actors: the beneficiary, a care coordinator, 
and a primary care provider or specialist who 
is very familiar with the health care needs of 
the beneficiary. In many cases, this may be a 
behavioral health specialist. As appropriate, 
family members, community caregivers and 
other members of the beneficiaries’ social 
and emotional support system should also be 
included in the team. 

FrOM THE STATES

Connecticut

Connecticut’s proposal conceptualizes 
teamwork broadly. In addition to a care 
team of family/caregivers, representatives 
and providers, Connecticut has proposed 
a “health neighborhood” for beneficiaries. 
This neighborhood will be a regionally based 
provider arrangement that forms the basis of a 
large scale, multi-disciplinary care team for all 
participating beneficiaries. The model stresses 
collaboration and encourages providers across 
the care spectrum to work together when 
addressing the health care needs of dual 
eligibles. The health neighborhood concept 
uses contractual agreements and electronic 
communication tools to facilitate integrated 
and seamless care for beneficiaries. 

Missouri

Missouri’s proposal envisions care team 
operating through health home sites, usually 
led by a primary care physician or nurse 
practitioner. The team will usually include a 
psychiatrist or behavioral health consultant, 
as well as a nurse care manager and care 
coordinator. When appropriate, the team can 
add other members: examples cited include a 
nutritionist, diabetes educator, or pharmacist. 
In some cases, specialists can function as a 
patient’s primary care provider, but these 
specialists will still work together with the 
team. Teams are expected to engage with 
patients to develop care plan and to keep 
patients involved in managing their care.21
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4. An assessment and person-
centered care plan for each 
beneficiary

To reform the ad hoc manner in which care is 
often delivered to dual eligible beneficiaries, 
managed fee-for-service models must find a 
way to assess the unique medical, functional, 
and social needs of high-cost, high-need 
beneficiaries. Following this assessment, the 
beneficiary and his or her interdisciplinary 
care team need to work together to develop 
a comprehensive care plan to ensure that 
the beneficiary, his or her providers and care 
coordinator are on the same page with regards 
to treatment. 

Washington

According to the Washington State MOU, a 
beneficiary must consent to receive health 
home services and confirm enrollment in 
the demonstration through the completion 
of a health action plan. A health action plan 
gives beneficiaries, along with caregivers, the 
opportunity to set their own health priorities. 
It identifies beneficiary-prioritized goals 
and the actions that must be taken by the 
beneficiary, the health home care coordinator, 
and the broader care team in order to reach 
the identified health goals.22

North Carolina

North Carolina has proposed developing a 
standardized assessment protocol to be used 
in the creation of person-centered care plans 
for dual eligible beneficiaries. According to the 
proposal, trained assessors will use evidenced-
based tools and definitions during meetings 
with beneficiaries identified as high need. The 

assessment will be independent, meaning that 
those determining a patient’s need will have 
no financial interest in any particular service.23 
In addition to these assessors, care managers 
in North Carolina will also have a role in 
assessing needs and exploring strengths, 
weaknesses, and goals with the beneficiary 
and then recommending available resources as 
part of a care plan.

5. Shared savings between 
Medicare and Medicaid

The potential to share savings between 
Medicare and Medicaid is central to making the 
managed fee-for-service demonstration work. 
The model is premised on the theory that 
Medicaid-led efforts at care coordination will 
result in lower Medicare expenses. Projections 
of savings will likely vary from state to state, 
depending on many factors, such as the current 
rate of preventable hospitalizations and the 
characteristics of the target population. CMS 
and each participating state are expected to 
develop their own formula for shared savings, 
which will be described in the MOU between 
CMS and the state. All state demonstrations 
will, however, be required to meet specific 
quality standards.  

Washington

The Washington MOU provides the first example 
of how shared savings between Medicare 
and Medicaid will work in the managed fee-
for-service model. If quality standards are 
met and Medicare expenditures for people 
in the demonstration are at least 2 percent 
lower than they would have been without 
the demonstration, Washington will receive 

FrOM THE STATES
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50 percent of the net federal savings (i.e., 
federal Medicare savings less any increase in 
federal Medicaid expenditures). However, the 
amount of shareable savings may be reduced 
if federal Medicaid expenditures for the 
demonstration population increase more than 
2 percent.24 Washington’s quality performance 
will be measured by quality benchmarks like 
preventable hospital readmissions, emergency 
room visits for non-emergent conditions, and 
fall prevention screening.  

CMS has contracted with an independent 
evaluator to measure, monitor, and evaluate the 
impact of the demonstration in Washington. 
This independent evaluator will determine 
whether the state has met quality benchmarks 
and achieved net federal savings. The evaluator 
will perform the quality evaluation and savings 
determination to compare actual spending for 
the demonstration group with a comparison 
group that is not participating in demonstration, 
either in a different region of Washington or in a 
different state.25

6. Incentives to providers to 
coordinate care

In most circumstances, under the current policy, 
neither Medicare nor Medicaid reimburse 
providers for care coordination activities like 
patient education, communication with other 
providers, and arranging for follow-up tests 
with outside labs. Many of the managed fee-for-
service demonstrations propose a per-member 
per-month payment to providers to perform 
care coordination activities for their patients. 

States have recognized that improved care 
coordination across disciplines will likely involve 
an upfront investment in staffing, technology, 
and training. However, this initial investment 

is projected to pay off long term in the form of 
increased efficiency and improved health status 
and outcomes for participants.  Recent studies 
have shown that care coordination programs 
can achieve some Medicare savings in the form 
of reduced hospitalizations, but that these 
savings do not occur until at least two years 
after implementation.26 

The Washington memorandum of understanding 
proposes an unspecified per-member  
per-month payment to health home providers 
to coordinate care. Some states have proposed 
sharing savings with providers as incentive 
payments, although in at least some states the 
amount of shared savings may be too small to 
influence providers. These incentive payments 
are based on quality and cost-savings (utilization) 
metrics. State examples include:

Connecticut has proposed retrospective 
payments to providers who meet quality 
outcome targets and cost-savings goals.27

In Iowa, providers could receive an annual 
bonus of up to 20 percent of the per-member 
per-month payment if they meet quality 
thresholds. 

In Colorado, the incentive payment was to be 
up to $1 per member per month for meeting 
or exceeding cost-savings and quality-
outcome measures. 

North Carolina has likewise agreed to offer 
retrospective performance payments to 
providers to improve outcomes and achieve 
savings.

FrOM THE STATES
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Managed Fee-for-Service 
and Capitated Models: 
Key Differences 
Thus far, much of the public debate around 
the financial alignment demonstrations has 
focused on the capitated managed care 
model.28 The managed fee-for-service model 
presents an alternative approach with its own 
strengths and weaknesses. 

Enrollment

Unlike other Medicare demonstrations that 
depend on beneficiaries opting into them, 
the financial alignment demonstrations will 
automatically enroll dual eligible beneficiaries 
and provide them with an opportunity to opt 
out. This policy, called passive enrollment, has 
generated considerable controversy. It poses 
particular problems in the capitated model, 
because enrollment in a private plan means 
beneficiaries may lose access to providers 
outside the plan’s networks and are subject to 
the plan’s utilization management rules. This 
produces substantial challenges in educating 
beneficiaries and caregivers about their new 
plans and making appropriate choices. It also 
necessitates rigorous transition rules to ensure 
continuity of care and services for beneficiaries 
entering the demonstration. Ensuring that 
plans and providers adhere to these rules and 
that beneficiaries are aware of them can be 
very difficult.

Under a managed fee-for-service model, 
beneficiaries can and will also be passively 
enrolled. However, because the model retains 
a fee-for-service structure, participating 
beneficiaries should not lose access to any 
Medicare or Medicaid providers and their 
covered services should remain unchanged. 

This substantially mitigates the potential risks 
of disruptions in access to care from enrollment 
into an untested program and reduces concerns 
about transitional protections, although it does 
not eliminate the need for beneficiary education 
and engagement. 

Under the Washington MOU, all beneficiaries 
who meet eligibility criteria in a geographic area 
where the demonstration is in operation will 
be considered to be enrolled, or “attributed,” 
to the demonstration. However, the MOU 
builds in an additional aspect of beneficiary 
protection and engagement by requiring that 
all beneficiaries must affirmatively consent to 
receive health home services, and the MOU lays 
out an outreach and education agenda to inform 
beneficiaries about their choices.29   

Targeting Enrollees

Many, though not all, of the capitated managed 
care demonstrations propose to enroll a large 
group of dual eligibles based on one or more 
geographic regions (e.g., all dual eligibles in a 
particular county or metropolitan area), but with 
little regard to their specific health needs.30 In a 
capitated model, a large enrollment base may be 
necessary to ensure a sufficiently large risk pool 
that makes it financially viable for insurers to 
participate.  

Because the managed fee-
for-service model does not 
shift financial risk onto a 
third party, these proposals 
envision a more targeted 
selection of beneficiaries.



12 The Managed Fee-for-Service Option to Integrate Care for Dual Eligibles

Because the managed fee-for-service model does 
not shift financial risk onto a third party, these 
proposals in general envision a more targeted 
selection of beneficiaries. In states building on 
a Medicaid health home model, for example, 
enrollees must meet the Medicaid health home 
criteria (i.e., two or more chronic conditions, one 
chronic condition and risk for another, or one 
serious and persistent mental health condition). 
Of course, because dual eligible beneficiaries are 
on average sicker than the overall population, 
such criteria may still identify a large number 
of beneficiaries. Washington, for example, 
anticipates targeting about 21,000 out of the 
roughly 66,000 total dual eligible beneficiaries in 
its (largely non-metropolitan) managed-fee-for-
service counties.31 

Narrower targeting is potentially advantageous, 
as it allows a concentration of resources on 
those most at risk for health crises and higher 
costs. Evidence suggests that care coordination 
can be most effective at improving care and 
reducing costs when it is targeted at specific 
populations.32 However, enrolling a larger 
group that includes more beneficiaries with 
less intense needs, as most capitated models 
propose to do, may have some advantages. 
In theory, it could encourage more early 
interventions for patients when they first 
begin to develop complex conditions, rather 
than having to wait until they actually have 
developed the conditions necessary to receive 
enhanced benefits.

Networks and enhanced services

As noted in the discussion about enrollment 
on page 11, a managed fee-for-service model 
does not have a provider network like those 
used in capitated managed care models. This 
alleviates the concerns about disruptions 

in care, transitional benefit periods, and 
ensuring network adequacy that arise with 
capitated models. Managed fee-for-service 
could be a particularly attractive option where 
establishing HMO-like managed care networks 
is difficult, like rural areas. Of course, even 
a managed fee-for-service model must have 
an adequate number of providers, including 
specialists, participating in Medicare and 
Medicaid, to avoid access problems. 

Managed fee-for-service models may be more 
limited, however, in the types of benefits they 
can provide. Any benefits provided must be 
covered by Medicare or by Medicaid through 
the state plan or a waiver. By contrast, under a 
capitated managed care model, private insurers 
are not barred from providing supplemental 
services that go beyond Medicare or Medicaid 
coverage. In theory, a capitated plan could, for 
example, provide a window air conditioner for 
a patient with severe pulmonary problems to 
enable her to stay in her home, even though an 
air conditioner is not covered by Medicare and 
Medicaid. This flexibility under the capitated 
model is particularly appealing as a way to 
expand home- and community-based long-
term supports and services. Most capitated 
demonstration proposals so far, however, are 
vague about the availability of supplemental 
services, stating it is contingent on still-to-be-
determined payment rates. 

Finances

The financing of the managed fee-for-service 
model would seem to reduce the potential 
for inappropriate restrictions on care that are 
present in a capitated model. Under capitation, 
insurers may have a financial incentive to 
limit both unnecessary and necessary care 
in order to retain a larger portion of their 
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capitation payment. Moreover, the capitated 
financial integration models build in additional 
savings percentages that assume that savings 
will occur as the demonstration progresses. 
These built-in savings requirements may 
further increase pressure to limit patient care, 
although this pressure is, in part, balanced by 
tying a portion of plan payment to a review of 
plan performance. 

Under the managed fee-for-service model, 
there is no third-party insurer that has an 
incentive to retain capitation payments. 
In addition, savings to state Medicaid 
programs are calculated retrospectively, not 
prospectively, meaning that they will be 
determined based on whether actual savings 
occurred and quality was maintained. This 
approach could reduce pressure to limit 
access to care in order to meet a savings 
target. However, it remains to be seen if the 
model will succeed in reducing costs through 
improved care.

The retrospective payment system does create 
a challenge for states pursuing this model, 
however, because it means there is not a 
source of up-front funding to implement the 
care management services that are at the 
core of the model. Private insurers generally 
have financial reserves they can invest with 
the expectation of future savings. It is more 
difficult for states to make the same kind of 
investment. The Medicaid health home option 
does provide enhanced funding to states, and 
a number of managed fee-for-service states 
intend to build on it in their dual eligibles 
demonstration. But states may struggle to fund 
the initiative adequately, even if they expect to 
recoup that investment in the future.

The Role for Advocates
Even though the formal comment period 
for state proposals closed in spring 2012, 
there is still ample opportunity for advocates 
to influence the development of the 
managed fee-for-service (and all dual eligible 
integration) demonstrations. The Medicare-
Medicaid Coordination Office (MMCO) has 
emphasized that an active stakeholder 
process that includes beneficiaries and their 
advocates is important to the success of these 
demonstrations. In states where the MOU 
is still being formulated, advocates should 
monitor negotiations and provide input both at 
the state and federal level through workgroups 
or informal processes. States may also need 
to pursue other administrative steps, such as 
Medicaid state plan amendments or waivers 
before the demonstration can begin. Advocates 
should engage in the development of these 
plans as well.

ACTION

Advocates should focus on:

1. Beneficiary outreach and 
education

2. Inproved care delivery

3. Consumer protections

4. A continuous process for input
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After a state and CMS sign an MOU, there 
will still be significant issues to resolve 
before enrollment begins. And once the 
demonstration is underway, advocates 
should engage in continuous monitoring and 
oversight. Advocates and observers outside 
the affected states will also want to track the 
development of the managed fee-for-service 
demonstrations as the experiences of these 
states will inform other similar system reform 
efforts elsewhere in Medicare and Medicaid.    

Each state will have its specific challenges, but 
as advocates engage in the development and 
the monitoring of these demonstrations, the 
following are some key areas to focus on:  

1. Beneficiary outreach and education

�� A viable strategy to educate 
beneficiaries about the demonstration, 
including well-resourced one-on-one 
individual counseling.

�� Written materials (notices, descriptions) 
that are accurate and understandable 
for their intended audience, including 
for people with limited literacy and 
limited English proficiency. 

2. Improved care delivery

�� Care coordination entities with adequate 
resources and expertise to do the job.

�� Comprehensive care teams that include 
all the necessary providers, including 
long-term services and supports 
providers when appropriate. Providers 
should be engaged in the development 
of the demonstration. 

�� An appropriate target population and a 
strategy to identify targeted individuals 
accurately.

�� An assessment tool (or tools) to 
evaluate patients that capture the 
complexity and heterogeneity of the 
target population and leads to the 
development of individualized, person-
centered care plans.

�� Appropriate quality measures that the 
state and CMS will use to evaluate 
whether care is improving.

�� Realistic savings targets that recognize 
that generating savings through 
improved care will likely take some time.

3. Consumer protections

�� Providers who can serve the population 
and meet specialized needs, such 
as accessibility for people with 
disabilities, language access, and 
cultural competency.

�� An ombudsman office tasked with 
helping patients resolve problems. 
Other mechanisms to ensure that 
patients get help navigating the new 
system and keeping track of emerging 
problems will also be necessary.

�� Appropriate privacy protections to 
enable team-based care but maintain 
beneficiaries’ privacy.

4. A continuous process for input

An ongoing stakeholder process for 
beneficiaries and their advocates to 
continuously engage in refining the 
demonstration, to ensure the continued 
incorporation of all the elements above. 
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Conclusion

A Promising Pathway with Challenges Ahead

Managed fee-for-service should not be conceived of as an intermediate stage of care integration, 
or one that is somehow less complete or less desirable than a capitated payment model. In theory, 
managed fee-for-service avoids some of the hazards that arise under poorly run capitated managed 
care, such as inappropriate restrictions on care and inadequate networks. It is particularly promising 
where capitated managed care is not viable for reasons of geography, history, or market forces. 
But few fee-for-service based care models have achieved success on a scale as big as anticipated by 
these demonstrations, or with as challenging a target population. Overcoming these hurdles will be 
difficult. But the managed fee-for-service model deserves close attention. Successful experiences 
with managed fee-for-service could offer valuable lessons for improving care in other fee-for-service 
areas, including the rest of Medicare. Advocates, beneficiaries, and providers at both the state and 
federal level all need to be closely engaged in its development.

The managed fee-for-service model deserves 
close attention. Successful experiences could 
offer valuable lessons for improving care and 

controlling costs.
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